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~ JAMES MOORE & CO., P.L.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Authority Members,
Leon County Educational Facilities Authority:

We have audited the accompanying financial statements of the business-type activities of Leon County
Educational Facilities Authority, as of and for the year ended September 30, 2010, which collectively
comprise the Authority’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of Leon County Educational Facilities Authority’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

- We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable o financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and the significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of Leon County Educational Facilities
Authority, as of September 30, 2010 and the respective changes in financial position and cash flows for
the year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated February
10, 2011, on our consideration of Leon County Educational Facilities Authority’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.




Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 — 7 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise Leon County Educational Facilities Authority’s financial statements as a whole. The Schedule

- of Other Operating Expenses is presented for purposes of additional analysis and is not a required part of
the financial statements. The information has been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.

Tallahassee, Florida
February 10, 2011




Management's Discussion and Analysis

As management of the Leon County Educational Facilities Authority, we offer readers of the Leon
County Educational Facilities Authority's financial statements this narrative overview and analysis of the
financial activities of the Leon County Educational Facilities Authority for the fiscal year ended
September 30, 2010.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Leon County Educational
Facilities Authority's basic financial statements. The Leon County Educational Facilities Authority's basic
financial statements are comprised of two components: 1) fund financial statements and 2) notes to the
financial statements.

Fund financial statements. 4 fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The Leon County
Educational Facilities Authority, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. Leon County
Educational Facilities Authority has three proprietary funds.

Proprietary funds. The Leon County Educational Facilities Authority maintains three proprietary funds.
The Leon County Educational Facilities Authority uses the proprietary funds to account for its student
housing operations. The proprietary fund financial statements provide separate information for the
Southgate, Heritage Grove and Administrative funds.

The basic proprietary fund financial statements can be found on pages 8 — 10 of this report.

Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the financial statements. The notes to the financial statements can
be found on pages 11 — 22 of this report.

Fund Financial Analysis

Net assets may serve over time as a useful indicator of the Authority's financial position. In the case of
Leon County Educational Facilities Authority, liabilities exceeded assets by $29,537,451at the close of
the most recent fiscal year. This reported deficit net assets is created by the unpaid principal and accrued
interest on the Southgate Residence Hall 1998 Series B subordinated revenue refunding bonds of
approximately $36,000,000. In the event of a default of the 1998 Series A bonds, the Series B bonds are
subject to extinguishment and cancellation, without recourse against the Authority. The Authority’s
Southgate Residence Hall has Subordinate Revenue Refunding Bonds in the amount of $20,500,000
with an average interest rate of 7.283 percent. The Authority, in some years, has not had enough cash
flow from the operations of the residence hall to pay interest due on the subordinated bonds. Per the
bond documents, the unpaid interest then becomes additional principal to accrue interest. The annual
interest accrues at approximately $1,560,000 per year on these bonds. With the unpaid amount of
interest also accruing interest, the amount of accrued interest on the financials from the subordinated
bonds is approximately $18,000,000. This is also the approximate amount of the unrestricted deficit
in the Southgate Fund. Excluding the Series B bonds and related accrued interest, the net assets of
the Authority are approximately $6,000,000.




A portion of the Leon County Educational Facilities Authority’s net assets reflects a deficit in investment
in capital assets (e.g., land, buildings, machinery, and equipment), less any related debt used to acquire
those assets that is still outstanding. The Leon County Educational Facilities Authority utilizes its capital
assets to provide housing services to students; consequently, these assets are not available for future
spending. The Southgate fund will continue to have a deficit in the near term. With internal changes in
the management company, and the new marketing plan and new budgets implemented, the deficits should
begin to decrease as the economic landscape improves over the next few years.

Leon County Educational Facilities Authority’s Net Assets

2010 2009
Current and other assets $ 4,851,714 § 4,533,018
Capital assets 34,378,880 35,782,996
Total assets 39,230,594 40,316,014
Long-term liabilities outstanding 65,183,306 48,351,776
Other liabilities 3,584,739 19,134,787
Total liabilities 68,768,045 67,486,563
Net assets:
Invested in capital assets, net of related debt (16,159,653) (15,308,378)
Restricted 2,560,783 2,903,134
Unrestricted (15,938,581) (14,640,332)
Total net assets (deficit) $ (29,537,451) §  (27,045,576)

An additional portion of the Leon County Educational Facilities Authority’s net assets represents resources
that are subject to external restrictions on how they may be used.

Leon County Educational Facilities Authority’s Changes in Net Assets

2010 2009
Revenues:
Program revenues:
Charges for services $ 6,951,580 $ 5,486,438
Interest and other income 74,728 115,380
Total revenues 7,026,308 5,601,818
Expenses:
Student housing 9,518,183 9,053,728
Decrease in net assets (2,491,875) (3,451,910)
. Net assets (deficit), beginning of year (27,045,576) (23,593,666)
Net assets (deficit), end of year $ (29,537,451) §  (27,045,576)




The . $2,491,875 decrease in net assets from 2009 to 2010 includes $1,662,806 of depreciation and -
amortization expense, $1,077,486 of interest expense on the Series 2003 bonds, $888,904 on the Series A
1998 bonds, and $1,563,121 on the Series B 1998 bonds.

Results of Operations. Southgate’s financial performance between years at the operating income level
(before interest expense) was as foltows:

Southgate
Audited Statement of Operations
For the Fiscal Year Ended:

2010 2009 $ CHG. % CHG.
Revenues $ 4,864,928 $ 3,291,675 $ 1,573,253 47.8%
Operating expenses:
Personnel Costs 1,094,533 930,553 163,980 17.6%
Other Operating Costs 979,416 796,562 182,854 23.0%
Food Costs 604,633 475,859 128,774 27.1%
Utilities 614,469 557,445 57,024 10.2%
Repair and Maintenance 268,602 179,427 89,175 49.7%
Depreciation and Amortization 574,577 634,588 (60,011) -9.5%
Total expenses 4,136,230 3,574,434 561,796 15.7%
Operating income (loss) $ 728,698 $ (282,759) $ 1,011,457 357.7%

Southgate increased revenues 48% between years while, at the same time, management held the increase
in operating expenses to only 16%. This resulted in an improved operating income of more than 350%

between years.

The analysis below illustrates how Southgate’s management controlled operating expenses as the
operation grew 48% in revenue during the year:
Southgate
Audited Statement of Operations
For the Fiscal Year Ended:

% of % of
2010 Revenues 2009 Revenues
Revenues $ 4,864,928 100.0% $ 3,291,675 100.0%
Operating expenses:
Personnel Costs 1,094,533 22.5% 930,553 28.3%
Other Operating Costs 979,416 20.1% 796,562 24.2%
Food Costs 604,633 12.4% 475,859 14.5%
Utilities 614,469 12.6% 557,445 16.9%
Repair and Maintenance 268,602 5.5% 179,427 5.5%
Depreciation and Amortization 574,577 11.8% 634,588 19.3%
Total expenses 4,136,230 85.0% 3,574,434 108.6%
Operating income (loss) $ 728,698 15.0% $ (282,759) -8.6%




Last year, -out of every dollar of revenue, $1.09 was spent arriving at operating income yielding a 9% -
operating loss. This fiscal year, out of every dollar of revenue, management spent only $.85, yielding an
operating income net margin of 15%. On a dollar for dollar basis between years, management reduced
every operating expense category except repairs and maintenance, and this is to be expected with a 20+
year old building.

Heritage Grove also had an operating income margin of 15% but had a more difficult year, consistent
with current macroeconomic conditions, as illustrated below:

Heritage Grove
Audited Statement of Operations
For the Fiscal Year Ended:

2010 2009 $ CHG. % CHG.
Revenues $ 2,086,652 § 2,194,763 $ (108,111) -4.9%
Operating expenses: :
Personnel Costs 237,513 253,020 (15,507) -6.1%
Other Operating Costs 163,776 173,206 (9,430) -5.4%
Utilities 107,241 110,697 (3,456) -3.1%
Repair and Maintenance 177,855 184,371 (6,516) -3.5%
Depreciation and Amortization 1,088,229 1,088,229 - 0.0%
Total 1,774,614 1,809,523 (34,909 -1.9%
Operating income (loss) $ 312,038 $ 385,240 § (73,202) -19.0%

Heritage Grove
Audited Statement of Operations
For the Fiscal Year Ended:

2010 % of SALES 2009 % of SALES
Revenues $ 2,086,652 100.0% $ 2,194,763 100.0%
Operating expenses:
Personnel Costs 237,513 11.4% 253,020 11.5%
Other Operating Costs 163,776 7.8% 173,206 7.9%
Utilities 107,241 5.1% 110,697 5.0%
Repair and Maintenance 177,855 8.5% 184,371 8.4%
Depreciation and Amortization 1,088,229 52.2% 1,088,229 49.6%
Total 1,774,614 85.0% 1,809,523 82.4%
Operating income (loss) $ 312,038 15.0% 385,240 17.6%

As revenues dropped 5% between years, Heritage Grove was only able to cut operational expenses by
2%, but still maintained a 15% operating profit margin.

Capital Asset and Debt Administration

Capital assets. The Leon County Educational Facilities Authority’s investment in capital assets for its
business type activities as of September 30, 2010, amounts to $ 34,378,880 net of accumulated
depreciation. This investment in capital assets includes land, buildings, improvements, and equipment.




Additional information on the Leon County Educational Facilities Authority’s capital assets can be
found in note II.C. on page 15 of this report.

Long-term debt. At the end of the current fiscal year, the Leon County Educational Facilities Authority had
long-term debt consisting of revenue bonds outstanding and accrued interest of approximately
$66,000,000. These bonds are secured solely by specified revenue sources.

These bonds, together with interest thereon, are not general obligations of the authority and do not
constitute obligations, either general or special, of the State of Florida, Leon County, Florida or any
political subdivision thereof, but are special limited obligations of the Authority payable solely and only
from the pledged revenues, as specifically provided in all financing related agreements of the Authority.
Bond obligations are not payable out of any fund or properties other than those of the Authority, and then
only as to the particular project to which the bonds relate. Neither the faith and credit nor the revenues or
taxing power of Leon County, Florida, the State of Florida or any political subdivision, is pledged to the
payment of the principal of any authority issued bonds or the interest thereon or other costs incident
thereto.

Additional information on the Leon County Educational Facilities Authority’s long-term debt can be
found in note IL.D. on pages 15 — 19 of this report.

Requests for Information

This financial report is designed to provide a general overview of the Leon County Educational Facilities
Authority’s finances for all those with an interest in the Authority's finances. Questions concerning any of
the information provided in this report or requests for additional financial information should be
addressed to Executive Director, 3263 Robinhood Road, Tallahassee, Florida 32312.




- LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
STATEMENT OF NET ASSETS - PROPRIETARY FUNDS
SEPTEMBER 30, 2010

ASSETS

Current assets

Cash and cash equivalents
Certificates of deposit
Investments
Accounts receivable, net
Due from other funds
Inventories and prepaid items
Restricted assets:

Cash

Investments

Total current assets

Noncurrent assets
Capital assets, not being depreciated
Capital assets, net of accumulated depreciation
Debt issue costs, net
Total noncurrent assets

Total Assets
LIABILITIES

Current liabilities
Accounts payable and accrued expenses
Deferred revenue
Deposits payable
Due to other funds
Accrued interest payable
Current portion of notes payable
Current portion of revenue bonds payable
Total current liabilities

Noncurrent liabilities

Accrued interest payable

Series 2003 revenue bonds payable

Revenue refunding bonds, Series 1998A, less
deferred amounts on refunding

Revenue refunding bonds, Series 1998B, less
deferred amounts on refunding

Total noncurrent liabilities

Total liabilities
NET ASSETS
Invested in capital
assets, net of related debt
Restricted for debt service
Unrestricted

Total net assets (deficit)

Business-type Activities - Enterprise Funds

Southgate Heritage Grove Administrative

Fund Fund Fund Total
$ 378,852 $ 10,809 $ 89,898 $ 479,559
- - 168,739 168,739
- 455,197 - 455,197
533,634 22,122 - 555,756
- - 9,000 9,000
139,364 42,436 - 181,800
103,800 94,523 - 198,323
471,357 2,331,983 - 2,803,340
1,627,007 2,957,070 267,637 4,851,714
2,400,000 - - 2,400,000
11,367,891 17,992,054 - 29,359,945
434,679 2,184,256 - 2,618,935
14,202,570 20,176,310 - 34,378,880
15,829,577 23,133,380 267,637 39,230,594
267,129 107,320 60,000 434,449
1,680,393 138,395 - 1,818,788
102,800 106,365 - 209,165
- 9,000 - 9,000
55,000 176,715 - 231,715
61,754 19,868 - 81,622
295,000 505,000 - 800,000
2,462,076 1,062,663 60,000 3,584,739
18,145,330 - - 18,145,330
- 20,945,000 - 20,945,000
8,229,352 - - 8,229,352
17,863,624 - - 17,863,624
44,238,306 20,945,000 - 65,183,306
46,700,382 22,007,663 60,000 68,768,045

(12,681,839) (3,477,814) - (16,159,653)
417,357 2,143,426 - 2,560,783
(18,606,323) 2,460,105 207,637 (15,938,581)

$ (30,870,805)

$ 1,125,717 $ 207,637

$ (29,537,451)

The accompanying notes to financial statements
are an integral part of this statement.
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY

STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN FUND NET ASSETS (DEFICIT) -
PROPRIETARY FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2010

Business-type Activities - Enterprise Funds

Southgate Heritage Grove Administrative
Fund Fund Fund Total
Operating revenues $ 4,864,928 $ 2,086,652 $ - 6,951,580
Operating expenses
Personnel costs 1,094,533 237,513 48,000 1,380,046
Other operating costs 979,416 163,776 29,828 1,173,020
Food costs 604,633 - - 604,633
Utilities 614,469 107,241 - 721,710
Repairs and maintenance 268,602 177,855 - 446,457
Depreciation and amortization 574,577 1,088,229 - 1,662,806
Total operating expenses 4,136,230 1,774,614 77,828 5,988,672
Operating income (loss) 728,698 312,038 (77,828) 962,908
Nonoperating revenues (expenses)
Interest expense (2,452,025) (1,077,486) - (3,529,511)
Interest and other income 744 66,687 7,297 74,728
Total nonoperating revenues (expenses) (2,451,281) (1,010,799) 7,297 (3,454,783)
Loss before operating transfers (1,722,583) (698,761) (70,531) (2,491,875)
Transfers
Transfers in of issuer and management fees
per trust indenture - - 85,915 85,915
Transfers out of issuer and management fees :
per trust indenture (31,165) (54,750) - (85,915)
Total transfers (31,165) (54,750) 85,915 -
Change in net assets (1,753,748) (753,511) 15,384 (2,491,875)
Net assets (deficit), beginning of year (29,117,057) 1,879,228 192,253 (27,045,576)
Net assets (deficit), end of year $ (30,870,805) $ 1,125,717 $ 207,637 (29,537,451)

The accompanying notes to financial statements

are an integral part of this statement.

-9.




LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2010
Increase (Decrease) in Cash and Cash Equivalents

Business-type Activities - Enterprise Funds

Southgate Heritage Grove Administrative
Fund Fund Fund Total
Cash flows from operating activities
Cash received from residents and customers $ 4,687,671 $ 2,085,248 $ - $ 6,772,919
Cash paid to suppliers (3,601,186) (583,519) (148,296) (4,333,001)
Net cash provided by (used in) operating activities 1,086,485 1,501,729 (148,296) 2,439,918
Cash flows from noncapital financing activities
Transfers in - - 114,024 114,024
Transfers out (59,274) (54,750) - (114,024)
Net cash provided by (used in) noncapital financing activities (59,274) (54,750) 114,024 -
Cash flows from capital and related financing activities
Purchases of capital assets (258,691) - - (258,691)
Principal payments on long-term debt (275,000) (450,000) - (725,000)
Interest paid (677,700) (1,080,772) - (1,758,472)
Net cash used in capital and related financing activities (1,211,391) (1,530,772) - (2,742,163)
Cash flows from investing activities
Purchase of certificates of deposit and investments - (66,107) (6,098) (72,205)
Proceeds from certificates of deposit and investments 241,909 - 74,793 316,702
Interest and other proceeds 744 66,687 7,297 74,728
Net cash provided by investing activities 242,653 580 75,992 319,225
Net increase (decrease) in cash and cash equivalents 58,473 (83,213) 41,720 16,980
Cash and cash equivalents, beginning of year 424,179 188,545 48,178 660,902
Cash and cash equivalents, end of year 3 482,652 $ 105,332 $ 89,898 3 677,882
Reconciliation of operating income (loss) to net cash
provided by (used in) operating activities
Operating income (loss) 3 728,698 % 312,038 $ (77,828) $ 962,908
Adjustments to reconcile operating income (loss) to net
cash provided by (used in) operating activities:
Depreciation and amortization 574,577 1,088,229 - 1,662,806
Changes in assets and liabilities:
Increase (decrease) in accounts payable and accrued expenses (14,736) 83,589 (70,468) (1,615)
Increase (decrease) in deposits 40,550 (11,559) - 28,991
Increase (decrease) in deferred revenue 127,871 26,682 - 154,553
Increase in accounts receivable (345,678) (16,527) - (362,205)
Increase in inventory and prepaid items (86,551) 591) - (87,142)
Financed insurance premiums 61,754 19,868 - 81,622
Total adjustments 357,787 1,189,691 (70,468) 1,477,010
Net cash provided by (used in) operating activities $ 1,086,485 $ 1,501,729 $ (148,296) § 2,439,918

The accompanying notes to financial statements
are an integral part of this statement.
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010

Summary of Significant Accounting Policies:
(a)  Reporting Entity

The Leon County Educational Facilities Authority (the “Authority”) is a public instrumentality
created by the Higher Educational Facilities Authorities Law, Chapter 69-345, Laws of Florida, 1969
(Chapter 243, Part II, Florida Statutes), as revised and amended, to assist institutions of higher
education within Leon County, Florida in the construction, financing or refinancing of projects
(structures and machinery and equipment related to the operation of the structure) required or useful
for the instruction of students or the operation of an institution of higher education. The
accompanying financial statements present the Authority and its component unit, an entity for which
the Authority is considered to be financially accountable.

A blended component unity, although a legally separate entity, is, in substance, part of the
Authority’s operations. The one blended component unit of the Authority is LCEFA Ocala Road,
LLC (the “LLC”). The LLC was formed to own the leasehold interest in the property commonly
known as Heritage Grove and owe the related bonded debt. The LLC is governed by the Authority
board members.

(b) Measurement focus, basis of accounting, and financial statement presentation

The financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows.

The Authority reports the following major proprietary funds:

The Southgate fund accounts for the activities of the Authority’s Southgate Residence Hall rental
operations.

The Heritage Grove fund accounts for the activities of the Authority’s largely fraternal
organization oriented rental operations.

The Administrative fund accounts for the activities of the Authority’s administration of the rental
operations.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the financial statements to the extent that those standards do not conflict
with or contradict guidance of the Governmental Accounting Standards Board. Governments also

.. have the option of following subsequent private-sector guidance for their business-type activities and

enterprise funds, subject to this same limitation. The Authority has elected not to follow subsequent
private-sector guidance.

Amounts reported as program revenues include 1) charges to customers or applicants for rents,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions.

-11-




I.

LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010

Summary of Significant Accounting Policies: (Continued)

(b) Measurement focus, basis of accounting, and financial statement presentation (Continued)

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods
in connection with a proprietary fund’s principal ongoing operations. The principal operating
revenues of the Authority’s enterprise funds are charges to customers for rents and services.

Operating expenses for enterprise funds include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition
are reported as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the Authority’s policy to
use restricted resources first.

(c)  Assets, Liabilities and Equity
1.  Deposits and Investments

Cash and cash equivalents are considered to be cash on hand, demand deposits and short-term
investments with original maturities of three months or less from the date of acquisition.

State statutes authorize the Authority to invest in direct obligations of the U.S. Treasury, Local
Government Surplus Trust Fund, SEC registered money market funds with the highest credit quality
rating, and savings and CD accounts in state-certified public depositories.

Investments are stated at fair value.
2.  Inventories and Prepaid Items
Inventories are valued at the lower of cost or market using the first-in/first-out (FIFO) method.

Certain prepayments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items.

3.  Capital Assets

Capital assets for business type activities include property, plant, equipment, and infrastructure
assets (e.g., roads, bridges, sidewalks, and similar items). For financial reporting purposes, capital
assets are defined by the Authority as assets with an initial, individual cost of more than $1,000
(amount not rounded) and an estimated useful life in excess of two years. Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated capital assets are
recorded at estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized.

-12 -




LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010

Summary of Significant Accounting Policies: (Continued)

(c) Assets, Liabilities and Equity (Continued)

3.  Capital Assets (Continued)

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type activities is included

as part of the capitalized value of the assets constructed.

Property, plant, and equipment of the Authority is depreciated using the straight line method over the
following estimated useful lives:

Assets Years
Buildings 40
Furniture, fixtures and equipment 5-15

4.  Long-term Debt

Revenue bond premiums and discounts, as well as issuance costs, and advance refunding are
deferred and amortized over the life of the revenue bonds using the effective interest method.
Revenue bonds are reported net of the applicable premiums, discounts and deferred advance
refundings. Issuance costs are reported as deferred charges.

5. Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as either “due to / from other funds” (i.e., the current portion of
interfund loans) or “advances to / from other funds” (i.e., the non-current portion of interfund loans).
All other outstanding balances between funds are reported as “due to / from other funds.”

6.  Restricted Assets
Certain proceeds of the Authority’s enterprise fund revenue bonds, as well as certain resources set

aside for their repayment, are classified as restricted assets on the balance sheet because they are
maintained in separate bank accounts and their use is limited by applicable bond covenants.

7. Deferred Revenue

Deferred revenue consists of operating revenues collected from Southgate and Heritage Grove
residents for the 2010-2011 school year. The revenue is recognized as earned on a monthly basis.

8. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those

estimates.
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30, 2010
II. Detailed Notes on all Funds:
(a) Deposits
Deposits. At September 30, 2010, the Authority’s carrying amount of deposits was $842,592 and the
bank balance was $930,843. Of the bank balance, the Authority’s deposits are entirely collaterized
by Federal depository insurance or by collateral held by the Authority’s custodial bank which is
pledged to a state trust fund that provides security in accordance with Florida Security for Deposits
Act, Chapter 280, for amounts held in excess of FDIC coverage.
The Florida Security for Public Deposits Act established guidelines for qualification and
participation by banks and savings associations, procedures for the administration of the collateral
requirements and characteristics of eligible collateral.
Investments. At September 30, 2010 the Authority had the following investments:
Fair
Value
U.S. Treasury money market funds $ 3,258,537
Custodial Credit Risk — The Authority’s policies limit deposits and investments to those
instruments allowed by applicable state laws.
Credit Risk — The Authority’s policies are designed to maximize investment earnings while
protecting the security of the principal and providing adequate liquidity, in accordance with
applicable state laws.
Interest Rate Risk — In accordance with investment policy, the Authority manages its exposure to
interest rate risk by limiting the maturity of its investments.
(b) Receivables
Receivables as of September 30, 2010, including the applicable allowances for uncollectible
accounts, are as follows:
Southgate Heritage Administrative )
Fund Grove Fund Fund Total
Gross receivables $ 544,634 $ 22,122 § - $ 566,756
Less: allowance for uncollectibles 11,000 - - 11,000
Net total receivables $ 533,634 $ 22,122 § - § 5557756

-14 -




LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30, 2010

II. Detailed Notes on all Funds: (Continued)

(c) Capital Assets

The following is a summary of capital assets at September 30, 2010:

Business-type activities
Capital assets not being depreciated
Land
Total capital assets not being
depreciated
Capital assets being depreciated
Buildings and improvements
Equipment
Total capital assets being depreciated
Less accumulated depreciation
Buildings and improvements and
equipment
Total capital assets being
depreciated, net

Business-type capital assets, net

Beginning Ending

Balance Increases Decreases Balance
$ 2,400,000 §$ - $ - $ 2,400,000
2,400,000 — - 2,400,000
39,928,315 240,712 (10,673) 40,158,354
6,501,404 17,979  (1,462,274) 5,057,109
46,429,719 258,691 (1,472,947) 45,215,463
(15,786,321) (1,542,144) 1,472,947 (15,855,518)
30,643,398 (1,283,453) — 29,359,945
$ 33,043,398  $(1,283,453) § - $ 31,759,945

Depreciation and amortization expense were charged as follows:

Southgate Fund
Heritage Grove Fund
(d) Long-term Debt

Southgate Fund
Revenue Refunding Bonds

$ 574,577
1,088,229
$_ 1662806

On May 29, 1998, the Authority issued $12,000,000 in Revenue Refunding Bonds Series 1998A and
$20,500,000 in Subordinated Revenue Refunding Bonds Series 1998B with an average interest rate
of 7.283 percent to advance refund $23,075,000, of 1991 Senior Certificates of Participation and
$1,145,000 of 1991 Subordinate Certificates of Participation. The net proceeds of $30,408,190 were
used to purchase U.S. government securities. Those securities were deposited in an irrevocable trust
with an escrow agent to provide for all future debt service payments on the 1991 Senior and
Subordinate Certificates of Participation. As a result, the refunded bonds are considered to be
defeased and the liability has been removed from the financial statements. The reacquisition price
exceeded the net carrying amount of the old debt by approximately $7 million. This amount is being
netted against the 1998 refunding debt and amortized over life of the new debt. At September 30,
2010, the amount of insubstance defeased debt which remained outstanding was $9,900,000.
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010

Detailed Notes on all Funds: (Continued)

(d) Long-term Debt

These bonds, together with interest thereon, are not general obligations of the Authority and do not
constitute obligations, either general or special, of the State of Florida, Leon County, Florida or any
political subdivision thereof, but are special limited obligations of the Authority payable solely and
only from the pledged revenues, as provided in the indenture. Neither Leon County, Florida nor the
State of Florida or any political subdivision are liable thereon; nor in any event are these bonds
payable out of any fund or properties other than those of the Authority, and then only to the extent
provided in the indenture. Neither the faith and credit nor the revenues or taxing power of Leon
County, Florida, the State of Florida or any political subdivision is pledged to the payment of the
principal of these bonds or the interest thereon or other costs incident thereto.

These Revenue Refunding Bonds were issued pursuant to an indenture of trust between the
Authority and the Bank (the “indenture™). This indenture requires the Authority to establish and
maintain restricted accounts and follow certain procedures for bond issuance and payments. The
Authority deposits all receipts into a “revenue fund” which is used to pay operating expenses and
then to fund the restricted bond accounts.

A summary of the Southgate Fund long-term debt at September 30, 2010 is as follows:

Revenue Refunding Bonds Series 1998A issued May 1998 in the amount
of $12,000,000 at an interest rate of 6.75% due in 30 annual installments.
Interest is due semi-annually with principal maturity paid from September
1, 1999 through September 1, 2028. $ 9,765,000

Subordinated Revenue Refunding Bonds Series 1998B issued May, 1998
in the amount of $20,500,000 at an interest rate of 7.625%. Interest is due
annually on September 15th with principal maturity paid from 2022

through 2028. 20,500,000
Total Revenue Refunding Bonds 30,265,000
Less current portion (Series 1998A) 295,000
‘Total Revenue Refunding Bonds, noncurrent 29,970,000
Less deferred amounts on refunding 3,877,024

Total $ 26,092,976
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- LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
’ NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010

Detailed Notes on all Funds: (Continued)

(d) Long-term Debt (Continued)

The Series 1998B Bonds are secured only to the limited extent set forth in the indenture. The owners
of the Series 1998B Bonds have limited rights to exercise remedies under the indenture. In the event
of a default and acceleration of the Series 1998A Bonds and insufficient moneys remain in the trust
estate to pay the Series 1998B Bonds after payment in full of the Series 1998A Bonds, the Series
1998B Bonds in excess of remaining amounts in the trust estate are subject to extinguishment and
cancellation as provided in the indenture.

The Series 1998B Bonds are subordinated and subject in right of payment to the prior payment in
full of the Series 1998A Bonds and any Parity Bonds. No payment on account of principal,
premium, if any, or interest on any Series 1998B Bonds shall be made, nor shall any of the Trust
Estate pledged under the Indenture be applied to the purchase or other acquisition or retirement of
any Series 1998B Bonds, unless full payment of amounts then due and payable for principal,
premium, if any, sinking funds, if any, and interest on the Series 1998 A Bonds and any Parity Bonds
has been made or duly provided for in accordance with the terms of the Indenture. In addition, no
payment on account of principal, premium, if any, or interest on any Series 1998B Bonds shall be
made, nor shall any of the Trust Estate pledged under the Indenture be applied to the purchase or
other acquisition or retirement of any Series 1998B Bonds, if, at the time of such payment or
application or immediately after giving effect thereto, (i) there are Series 1998A Bonds and any
Parity Bonds Outstanding and unpaid and the Trustee or the Owners of the Series 1998A Bonds and
any Parity Bonds have declared the acceleration of the Maturity thereof or (ii) there are Series
1998A Bonds and any Parity Bonds Outstanding and there has occurred an Event of Default which
permits the Trustee or the Owners of Series 1998A Bonds and any Parity Bonds to declare the
acceleration of the Maturity of the Series 1998A Bonds and any Parity Bonds, unless such
acceleration (if declared) has been rescinded or such Event of Default has been cured or waived as
permitted in the Indenture, or the Owners of a majority in aggregate principal amount of Series
1998A Bonds and any Parity Bonds Outstanding have consented to such payment.

The Series 1998A and 1998B Revenue bond debt service to maturity, excluding interest accrued on
past due interest of the 1998B Bonds, is as follows:

1998 A 1998 B
Principal Interest Principal Interest
2011 $ 295000 $§ 659,138 § - $ 1,563,125
2012 315,000 639,225 - 1,563,125
2013 335,000 617,963 - 1,563,125
2014 360,000 595,350 - 1,563,125
2015 380,000 571,050 - 1,563,125
2016-2020 2,330,000 2,433,376 - 7,815,625
2021-2025 3,235,000 1,532,251 10,400,000 6,703,519
2026-2028 2,515,000 346,951 10,100,000 1,582,950

$ 9,765000 $ 7,395304 $ 20,500,000 $ 23,917,719
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010
Detailed Notes on all Funds: (Continued)

(d) Long-term Debt (Continued)

Heritage Grove Fund

Student Housing Revenue Bonds (Series 2003)

In December 2003, the Authority issued Heritage Grove Project (the “Project”) Student Housing
Revenue Bonds (Series 2003) in the amount of $23,315,000, with interest rates ranging from 3 —
5.125%. These bonds were issued to provide funds (i) to finance the cost of developing, designing,
acquiring, constructing and equipping a 384 bed student housing facility, including the buildings,
furniture, fixtures and equipment to be located near the campus of Florida State University, (ii) to
fund interest on the Series 2003 Bonds during construction and for a period after construction of the
Project, (iii) to fund the Debt Service Reserve Fund and (iv) pay a portion of the costs of issuance of
the Series 2003 Bonds. '

A summary of the Heritage Grove long-term debt at September 30, 2010 is as follows:

Student Housing Revenue Bonds Series 2003 issued December 2003 in
the amount of $23,315,000 with interest rates ranging from 3% - 5.125%.

Principal and interest is due annually on August 1. $ 30,265,000
Less current portion 505,000
Total Revenue Bonds, noncurrent $ 20,945,000

These bonds, together with interest thereon, are not general obligations of the Authority and do not
constitute obligations, either general or special, of the State of Florida, Leon County, Florida or any
political subdivision thereof, but are special limited obligations of the Authority payable solely and
only from the pledged revenues, as provided in the indenture. Neither Leon County, Florida, nor the
State of Florida or any political subdivision are liable thereon; nor in any event are these bonds
payable out of any fund or properties other than those of the Authority, and then only to the extent
provided in the indenture. Neither the faith and credit nor the revenues or taxing power of Leon
County, Florida, the State of Florida or any political subdivision is pledged to the payment of the
principal of these bonds or the interest thereon or other costs incident thereto.

These Revenue Bonds were issued pursuant to an indenture of trust between the Authority and the
Bank (the “indenture™). This indenture requires the Authority to establish and maintain restricted
accounts and follow certain procedures for bond issuance and payments. The Authority deposits all
receipts into a “revenue fund” which is used to pay operating expenses and then to fund the
restricted bond accounts.
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" LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30, 2010

II. Detailed Notes on all Funds: (Continued)

(d) Long-term Debt (Continued)

The Series 2003 Revenue bond debt service to maturity is as follows:

Principal Interest

2011 $ 505000 $ 1,060,289
2012 560,000 1,040,089
2013 585,000 1,016,989
2014 605,000 992,126
2015 635,000 965,658
2016-2020 2,085,000 4,489,423
2021-2025 4,205,000 3,774,938
2026-2030 - 3,144,186
2031-2033 12,270,000 1,886,513
$ 21,450,000 $ 18,370,211

Changes in long-term liabilities:

Long-term liability activity for the year ended September 30, 2010, was as follows:

Business-type Beginning Ending Due Within
activities Balance Additions Reductions Balance One Year
Series 1998A revenue bonds payable $ 10,040,000 $ — $ 275,000 $ 9,765,000 §$ 295,000
Less deferred amounts on refunding
Series 1998A (1,349,114) - (108,466) (1,240,648) -
8,690,886 - 166,534 8,524,352 295,000
Series 1998B revenue bonds payable 20,500,000 - - 20,500,000 -
Less deferred amounts on refunding
Series 1998B (2,739,110) - (102,734) (2,636,376) -
17,760,890 - (102,734) 17,863,624 -
Series 2003 revenue bonds payable 21,900,000 - 450,000 21,450,000 505,000
Total bonds payable $ 48,351,776 $ — $ 513,800 . $ 47,837,976 $ 800,000
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- LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY °
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010

Detailed Notes on all Funds: (Continued)

(¢) Management Agreement
Southgate Fund

The Authority, with the consent, approval and joinder of the Series 1998 A and B bondholders of
Southgate, renewed the management agreement with Asset Campus Housing, Inc. (“the Manager™),
to provide dormitory management, retail space management, parking garage management and
manual food service for the Southgate Residence Hall. The agreement is for a term of three years
and commenced August 1, 2009, terminating July 31, 2012, with one year renewal options
thereafter. Since the 1998 financing of Southgate, the active participation, consent and approval of
the Series 1998 A and B bondholders has been required for the selection and retention of a
management company by the Authority for the Southgate Residence Hall. The participation of the
bondholders in the selection and retention of management at Southgate, as well as their regular
monitoring of the financial activities and performance of the management of the facility, is
considered by the Authority as a benefit and safeguard to the Southgate Residence Hall in that the
bondholder representatives are possessed with expertise in the finances of student housing projects
such as Southgate and therefore are able to provide an extra level of analysis and scrutiny of the
management company and its operations, serving both the Southgate Residence Hall and its
investors.

Together with the Authority, the Series A and B bondholders must also specifically approve all
budgets for the Southgate Residence Hall operations proposed by the Manager, as well as any
deviations or changes to the budget. The Trustee is prohibited from disbursing any funds to the
management company, or otherwise on behalf of Southgate, without ascertaining that such
disbursements are consistent with the approved budget, or, if not, are specifically approved by the
appropriate bondholder representative, in addition to the Authority.

The Manager is compensated in the form of a base compensation fee (the “Base Management Fee”)
equal to 3.0% of gross monthly receipts if occupancy is below 90%. In addition, the Authority is to
pay, in arrears, an additional 0.25% of gross monthly receipts if the property reaches between 91.0%
and 95.0% occupancy. If occupancy reaches 95.0% or greater, the fee will increase another 0.25%
and remain at 3.5% of gross monthly receipts, unless property occupancy falls below 95.0%.
Payment of the Base Management Fee will be made from the Operating Account monthly beginning
on August 1, 2009, and thereafter on or before the fifth (5¢) day of each succeeding month during
the term of this Agreement. Upon the termination of this Agreement on a day other than the last day
of the calendar month, the Base Management Fee shall be prorated on a per diem basis up to the date
of termination.
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- LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY -
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010

Detailed Notes on all Funds: (Continued)
(¢) Management Agreement (Continued)

Southgate Fund (Continued)

In addition to the Base Management Fee (and any other fees paid to and expenses reimbursed to the
Manager) and in order to provide incentive to the Manager to generate increased revenue at the
Property, the Authority has agreed to pay to the Manager incentive fees (the “Incentive Fees™) in the
following manner: If the property should reach 90.0% occupancy, $45,000 shall be paid to the
Manager. If the property should reach 95.0% occupancy, an additional $10,000 (a total of $55,000)
shall be paid to the Manager. The term “gross receipts” for the purposes of this Agreement shall
include all proceeds from rent and from business interruption insurance, if any, but shall not include
tenant security deposits unless forfeited and recognized as income by the Authority, nor shall such
gross receipts include insurance loss proceeds, or any award or payment made by any governmental
Authority in connection with the exercise of any right of eminent domain or any proceeds from the
sale, exchange, mortgaging or refinancing of the Property. With regard to any Incentive Fee which
would be owed to the Manager for any partial fiscal year (because of expiration or termination of
this Agreement prior to the end of the applicable fiscal year), the calculation of the Incentive Fee for
such a partial fiscal year will be determined based upon the gross receipts from the Property (on a
cumulative annualized basis) for such partial fiscal year, and the Incentive Fee shall not exceed
twenty percent (20%) of the total compensation payable to the Manager, including the Base
Management Fee and the Incentive Fee, for such partial fiscal year. The Authority shall pay the
Incentive Fee to the Manager only upon completion of the annual audit for the applicable fiscal year.

Heritage Grove Fund

The Authority entered into an agreement with a corporation to rent, operate and manage the Project
for a term of three years commencing on October 1, 2009 provided, however, that not withstanding
anything to the contrary, this agreement will terminate earlier if the Project is sold by the Authority.
The owner has the right to terminate the Management Agreement on the last day of every contract
year without cause and without penalty. The Manager will be compensated as follows:

% of Total Gross
Revenue
3.0% If the economic occupancy is Below 90%
3.5% If the economic occupancy is 90% — 94%
4.0% If the economic occupancy is 95% — 96%
4.5% If the economic occupancy is 97% — 98%
5.0% If the economic occupancy is 99% — 100%
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2010

III. Other Information:

(a) Risk Management

The Authority is exposed to various risks of loss related to torts; theft of, damage to and destruction
of assets; errors and omissions; and natural disasters for which the Authority carries various
insurance coverages.

(b) New accounting pronouncements

In March 2009, the GASB issued Statement No. 54, Fund Balance Reporting, effective for the
Authority’s fiscal year beginning October 1, 2010. The objective of this Statement is to enhance the
usefulness of fund balance information by providing clearer fund balance classifications that can be
more consistently applied and by clarifying the existing governmental fund type definitions. This
Statement establishes fund balance classifications that comprise a hierarchy based primarily on the
extent to which a government is bound to observe constraints imposed upon the use of the resources
reported in governmental funds. The Authority is currently evaluating the effect that Statement No.
54 will have on its financial statements.

In June 2010, the GASB issued Statement No. 59, Financial Instruments Omnibus, effective for
periods beginning after June 15, 2010. Statement 59 enhances and improves existing standards
regarding financial reporting and disclosure requirements of certain financial instruments and
external investment pools through providing more complete information, by improving consistency
of measurements, and by providing clarifications of existing standards where significant issues have
been identified. The Authority is currently evaluating the effect this Statement will have on its
financial statements.

(c) Subsequent events
The Authority has evaluated events and transactions for potential recognition or disclosure in the

financial statements through February 10, 2011, the date which the financial statements were
available to be issued. No subsequent events have been recognized or disclosed.
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ADDITIONAL INFORMATION

"SEPTEMBER 30, 2010
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
SCHEDULE OF OTHER OPERATING EXPENSES
FOR THE YEAR ENDED SEPTEMBER 30, 2010

Other operating expenses
Legal and professional fees
Bad debts
Telephone and internet
Management fees
Taxes
Property insurance
Other
Bank and credit card fees
Contract services
Reimbursement of expenses

Total other operating expenses

Business-type Activities - Enterprise Funds

Southgate Heritage Grove Administrative
Fund Fund Fund Total

$ 48,452  $ 6,285 $ 28,159 $ 82,896
118,898 5,127 - 124,025

97,990 4,033 - 102,023

137,054 82,494 - 219,548

66,005 590 - 66,595

138,754 121,957 - 260,711
205,829 65,741 1,669 273,239

83,333 14,515 - 97,848

83,101 12,565 - 95,666

- (149,531) - (149,531)
$ 979,416 $ 163,776  § 29,828 $ 1,173,020
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
OFFICIALS
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JAMES MOORE & CO., P.L.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’> REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Board of Directors,
Leon County Educational Facilities Authority:

We have audited the financial statements of the business-type activities of Leon County Educational
Facilities Authority as of and for the year ended September 30, 2010 and have issued our report thereon
dated February 10, 2011. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Leon County Educational Facilities Authority’s
internal control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Leon County Educational Facilities Authority’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Leon County
Educational Facilities Authority’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph and was not designed to identify all deficiencies in internal control over financial reporting
that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any
deficiencies in internal control over financial reporting that we consider to be material weaknesses, as
defined above. However, we identified a certain deficiency in internal control over financial reporting,
described below that we consider a significant deficiency in internal control over financial reporting. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.
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Significant Adjustments—We noted the Authority maintains its’ accounting records on a budgetary basis
during the fiscal year. At year end, during the course of the audit, numerous significant adjustments were
made for the financial statements to be in accordance with generally accepted accounting principles
(GAAP). We recommend management implement controls for the year end conversion process to ensure
“GAAP” basis financial statements are produced.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Leon County Educational Facilities Authority’s
financial statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly, we do
not express such an opinion. The results of our tests disclosed an instance of noncompliance or other
matters that is required to be reported under Government Auditing Standards as follows:

Reserve Fund Requirement Series-The indenture of trust related to the Series 1998A and 1998B
Revenue Refunding Bonds requires the Reserve Fund to maintain at a minimum balance of approximately
$955,000. At September 30, 2010, the balance in the Reserve Fund was approximately $460,000. We
recommend the Authority develop a plan to bring the Reserve Fund balance up to the required $955,000.

Leon County Educational Facilities Authority’s response to the findings identified in our audit is
described in the accompanying corrective action plan. We did not audit Leon County Educational
Facilities Authority’s response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of Authority, and the State of Florida Office of
the Auditor General and is not intended to be and should not be used by anyone other than these specified
parties.

Tallahassee, Florida
February 10, 2011
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JAMES MOORE & CO., P.L.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ MANAGEMENT LETTER REQUIRED BY CHAPTER
10.550, RULES OF THE STATE OF FLORIDA OFFICE OF THE AUDITOR GENERAL

To the Authority Members:
Leon County Educational Facilities Authority:

We have audited the financial statements of the Leon County Educational Facilities Authority, as of and
for the fiscal year ended September 30, 2010, and have issued our report thereon dated February 10,
2011.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States. We have issued our Independent Auditors’
Report on Internal Control over Financial Reporting and Compliance and Other Matters. Disclosures in
the report, which is dated February 10, 2011, should be considered in conjunction with this management
letter.

Additionally, our audit was conducted in accordance with Chapter 10.550, Rules of the Auditor General,
which governs the conduct of local governmental entity audits performed in the State of Florida. This
letter includes the following information, which is not included in the aforementioned auditor’s reports or
schedule.

Section 10.554(1)(i)1., Rules of the Auditor General, requires that we determine whether or not corrective
actions have been taken to address significant findings and recommendations made in the preceding
annual financial audit report. The Authority is in the process of correcting the significant findings and
recommendations made in the preceding annual financial audit report.

Section 10.554(1)(i)2., Rules of the Auditor General, requires our audit to include a review of the
provisions of Section 218.415, Florida Statutes, regarding the investment of public funds. In connection
with our audit, we determined that the Leon County Educational Facilities Authority complied with
Section 218.415, Florida Statutes.

Section 10.554(1)(i)3., Rules of the Auditor General, requires that we address in the management letter
any recommendations to improve financial management. In connection with our audit, we did not have
any such recommendations.

Section 10.554(1)(i)4., Rules of the Auditor General, requires that we address violations of provisions of
contracts and grant agreements or abuse that have occurred, or are likely to have occurred, that have an
effect on the financial statements that is less than material but more than inconsequential. In connection
with our audit, we noted the following: The loan agreement related to the financing of the Heritage Grove
Project requires in Section 8.08 entitled “Rate Covenant,” that the project be operated in such a manner
that the Fixed Charges Coverage Ratio be at least 1.2. In the event that it falls below the 1.2, the
Authority is required to engage a financial consultant to submit a report containing recommendations to
remedy the Ratio. The Fixed Charges Coverage Ratio for the year ended September 30, 2010 was 1.03,
thus requiring the Authority to engage a financial consultant.
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Section 10.554(1)(i)5., Rules of the Auditor General, provides that the auditor may, based on professional
judgment, report the following matters that have an inconsequential effect on the financial statements,
considering both quantitative and qualitative factors: (1) violations of provisions of contracts or grant
agreements, fraud, illegal acts, or abuse, and (2) Deficiencies in internal control that are not significant
deficiencies. In connection with our audit, we did not have any such findings.

Section 10.554(1)(i)6., Rules of the Auditor General, requires that the name or official title and legal
authority for the primary government and each component unit of the reporting entity be disclosed in this
management letter, unless disclosed in the notes to the financial statements. There are no component units
of the Leon County Educational Facilities Authority to be disclosed as required by accounting principles
generally accepted in the United States of America.

Section 10.554(1)(i)7.a., Rules of the Auditor General, requires a statement be included as to whether or
not the local governmental entity has met one or more of the conditions described in Section 218.503(1),
Florida Statutes, and identification of the specific condition(s) met. In connection with our audit, we
determined that the Leon County Educational Facilities Authority met the conditions described in Section
218.503(1)(e), Florida Statutes. The Authority reported deficit net assets of $29,500,000, as of September
30, 2010. This reported deficit net assets is created by the unpaid principal and accrued interest on the
1998 Series B subordinated revenue refunding bonds of approximately $36,000,000. In the event of a
default of the 1998 Series A bonds, these bonds are subject to extinguishment and cancellation. -

Section 10.554(1)(i)7.b., Rules of the Auditor General, requires that we determine whether the annual
financial report for the Leon County Educational Facilities Authority for the fiscal year ended September
30, 2010, filed with the Florida Department of Financial Services pursuant to Section 218.32(1)(a),
Florida Statutes, is in agreement with the annual financial audit report for the fiscal year ended September
30, 2010. In connection with our audit, we determined that these two reports were in agreement.

Pursuant to Sections 10.554(1)(i)7.c. and 10.556(7), Rules of the Auditor General, we applied financial
condition assessment procedures. It is management’s responsibility to monitor the entity’s financial
condition, and our financial condition assessment was based in part on representations made by
management and the review of financial information provided by same.

Pursuant to Chapter 119, Florida Statutes, this management letter is a public record and its distribution is
not limited. Auditing standards generally accepted in the United States of America require us to indicate

that this letter is intended solely for the information and use of management, and the Florida Auditor
General, and is not intended to be and should not be used by anyone other than these specified parties.

{W M\bm%co‘) p-L‘.

Tallahassee, Florida
February 10, 2011
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LEON COUNTY EDUCATIONAL FACILITIES AUTHORITY
CORRECTIVE ACTION PLAN

Management of the Leon County Educational Facilities Authority (the “Authority”) provides
the following response to pertinent provisions of the Independent Auditor's Management Letter
Required by Chapter 10.550, Rules of the State of Florida Office of the Auditor General, and the
Independent Auditors’ Report on Internal Control Over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Prepared in Accordance with Government
Auditing Standards in order that readers of the Authority's financial statements and the Independent
Auditor’s letter may be assured that the Auditor's required comments have been thoroughly reviewed
and acknowledged, and that noted matters have been acted upon as appropriate.

Corrective actions have continued to be taken by the Authority to address findings and
recommendations made in the audit report. In regards to the significant adjustments made during the
audit, steps are being implemented to insure that in the future the property accountant records each
year’s audit adjustments in a timely manner. The property manager for Southgate has completed
integration to new software and now has the capability to produce the reports necessary for audit
purposes. In addition, the Authority maintains the ongoing services of a financial advisor who is
intimately familiar with the background and financing of its projects, particularly the Southgate
project, and is in regular consultation with such advisor as to potential options for restructuring of the
Authority projects as may be prudent for the protection of the particular assets and the Authority's
and bondholder's interests. The Authority is also in regular communication with the trustee for its
projects, as well as bondholder representatives. All parties are acutely aware of current challenges in
the student housing market and the unique financing arrangements at issue, particularly as they
pertain to the Southgate project. The bondholder representatives continue to express confidence
in the Authority's management of its projects.

As noted by the Auditor pertaining to the Southgate Series 1998A and 1998B Revenue
Refunding Bonds, the required Reserve Fund, as of September 30, 2010, had not been maintained at
its designated minimum balance of approximately $955,000.00, but rather was then funded at
approximately $460,000.00. This reserve deficiency has been permitted to occur with the express
consent and cooperation of the affected bondholders in order to address significant capital
improvement needs of the property necessary to competitively maintain operations. Funds otherwise
specifically designated for such capital improvements have been insufficient and the bondholders, in
recognition of such fact and of the need for various capital improvements in order to keep the
property attractive, have allowed for the Reserve Fund to be diminished and not fully replenished as
of September 30, 2010. This temporary action has allowed for meeting both the current payment
obligations to the bondholders as well as the implementation of necessary capital improvements,
which, over the long-term, will result in the continued ability of the property to be competitive in its
market and generate adequate income to meet obligations. It is the intention of the Authority to
rebuild the Reserve Fund and maintain it per requirements of the established minimums.
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As shown in the preceding financials and observed by the Auditor, the Authority has a deficit
net asset of $29,537,451.00 as of September 30, 2010. This deficit relates exclusively to the unpaid
principal and accrued interest on the 1998 Series B Subordinated Revenue Refunding Bonds issued
for the Southgate project. The Series B bonds were a unique financing component arising from the
refinancing and associated defeasance of the original Southgate bonds in 1998. Though "unpaid
principal and interest" on the Series B bonds is so referenced and carried on the books, the Series B
bondholders are only entitled to actually receive such payments under certain conditions upon the
occurrence of particular events as set forth in the Trust Indenture and other financing agreements
pertaining to the Southgate project. If the certain conditions are not met, the Series B bondholders
are not entitled to receive the payments The Series B bondholders previously have, and continue to
be, paid when the required triggering events occur. The Series B bondholders have no right or option
to declare an event of default, or to take any action against the project or to require the trustee to do
so on account of any monies unpaid to them when the required conditions precedent have in fact not
been met. Due to current financial and market conditions, the Authority does not foresee any
significant change in this status. Accordingly, the current deficit status does not impact the present
financial operations of the Southgate project. Additionally, it should be noted that in the event of any
default in the 1998 Series A bonds concluding in a foreclosure or other terminating action against the
project, the Series B bonds would be subject to extinguishment and cancellation, with no liability as
against the Authority or any other entity. Though the stated deficit net asset figure is notable and may
automatically trigger an offer of assistance from the State of Florida as a part of its review of this
audit; under the particular circumstances at hand the Authority does not believe that a “financial
emergency” as contemplated by Chapter 10.550 and applicable law exists, and accordingly no
state or other governmental intervention is necessary, advisable or desired.

Internal management procedures and personnel have continued to be improved over the past
year at the Southgate project and the management company’s new marketing approaches have
resulted in the maintenance of acceptable occupancy and revenue rates for Southgate over the past
year, as indicated in the preceding financials.

The Auditor has accurately pointed out that the Authority's Heritage Grove project requires
as a part of its loan and related financing agreements, that the project be operated in such a manner
that the Fixed Charges Coverage Ratio be at least 1.2, and in the event that it falls below that level,
that the Authority would engage a financial consultant to make recommendations as to a remedy.
The Fixed Charges Coverage Ratio is in fact below 1.2, as it has been in recent years as well, but at
no time has fallen below the level which would constitute an actual event of default. This status has
been recognized and permitted by the bondholders and bond insurers in consideration of the fact that
the inability to maintain the desired premium over coverage ratio results directly from the business
decision by the Authority to not automatically raise rental rates over recent years, as had originally
been contemplated in the financing structure of the project. Due to recent and current market
conditions, the Authority determined during the prior year to maintain rental rates at a level
consistent with past years, which has allowed the property to maintain very high occupancy rates and
overall financial stability. A raising of the rates as had been originally projected, would, in today's
market, have resulted in significant reductions in occupancy and a corresponding reduction in overall
revenues for the Heritage Grove project. Current financial and marketing advice provided to and
relied upon by the Authority suggests that the most prudent course of action to maintain in this
regard is to raise rates based on market conditions, rather than automatically each year, and all
affected parties are in agreement. Based on such advice, the Authority does plan to raise rates at
Heritage Grove by approximately 3% for the coming year.
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The Authority wishes to emphasize that as to both its Southgate and Heritage Grove projects,
that they continue to operate well above occupancy and revenue averages for similarly situated local
area student housing properties, and neither project is presently at risk of any failure which would
terminate operations or involuntarily divest ownership from the Authority. There is not now nor has -
there been any investment of taxpayer monies and associated risks of loss, in the Authority’s
projects. As has always been the case since the inception of the Authority's projects, there are no
assets or funds of the taxpaying public, Leon County, or any other political or governmental
subdivision at risk, and there is no exposure to or financial liability of the public or local
government for any of the obligations, operations or defaults of the Authority's projects.
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